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CORPORACION DE FCMENTO DE LA PRODUCCION DE CHILE

(Chilean Economic Development Corporation)

I. Bacgground

The worldwide crash of 1929 had particularly strong repercus-
sions in Chile, where exports dropped to 30% of normal, shutting
down practically all mining operations and causing a wave of uneme
ployment and misery. If we recall that many of Chile's incipient
industries were then dependent in whole or in part on raw materials
and spare parts which they could no longer afford to import, it is
obvious why they were forced to cease activities. Furthermore,
curtailed imports of many consumer goods brought much retail and
wholesale business to a standstill.

Because of this situation Chilean technicians realized that it
was indispensable to diversify domestic production in order to re-
place various imported articles and to increase lines of exportable
goods through a better utilization of the couniry's natural resources.

The limited private capital market, which sought only sure invest-
ments promising high and rapid yields which are easy to find in an under-
developed nation, increased the difficulty of realizing a development
program entailing heavy investments in enterprises which would take
many years to construct and put intoe operation, and some of which would
yield relatively small profits.

For this and other reasons there arose the belief that what was
needed was a more active, direct and coordinated effort on the part
of the government to collaborate with private enterprise in order to
promote certain activities and to place at its disposal the necessary
financial resources through credits abread and taxes at home.

It took several years to overcome the doubts of some sectors as
to the capability of the government to act as a business organizer and
manager, and to persuade others to accept greater government intervention
in the economy. However, the socio-political evolution of the thirties
enabled Chile in 1939 to pass legislation creating the Corporacion de
Fomento (Corfo).

II, Scope of Corfo

The law which created Corfo gave it the task of drawing up an
economic developrent program which would raise the standard of living
and improve the talance of payments by developing natural resources
and lowering production costs, and provided Corfo with the necessary
money to carry out its share of the overall program. The law enpowered
Corfo to make investments and loans and to guarantee loans.




In addition to these objectives, Corfo was to: a) serve as a technical
advisory agency to the govermment in connecticn with the promotion and
coordination of public investment for development, and ccordinate gov-
ermment action with private investment; b) provide the government with
an order of priorities for the various national economic development
projects; ¢) carry out negotiations related to forelgn credits for its
own projects and those of other povernment agencies, as well as external
credits to the private sector which require the guarantee of the State;
and d) guarantee certain foreipgn currency loans.

111, Organization

Corfo is an autonomous government institution administered
by a Board of Directors headed by the Minister of Economy, Develop-
ment and Reconstruction and including representatives of the execu-
tive and legislative branches, private manufacturers! and commercial
associations, and the following govermment institutions: Bance Central
(The Central Bank); Banco del Estado (a savings and commercial bank);
Empresa Nacional de Mineria (Mining Investment end Loan Corporation);
and Empresa de Comercio Agricela (Farm Commodities Corporation).

Board members have been men of recognized ability, which has
precluded any charges of nepotism and has allowed Corfo to maintain
good relations with all political parties.

The administrative set-up, aside from the Board and the Execu-
tive Vice-President, includes: permanent technical committees composed
of Board members; General Manager; Planning Division; five divisions
for Operations, Agriculture, Promotion, Finance and Control, and
Affiliated Enterprises; three sub-divisions; Legal Department; Secre-
tary of the Board; nine departments and an agency in New York.

There are 300 technical and 150 administrative employees in
Chile and LO in New York.

The Executive Vice-President, selected by the President of Chile,
is the legal representative of Corfo and is responsible for its overall
operations. He presides at Board meetings in the absence of the Minister
of Fconomy, Development and Reconstruction.

The Permanent Technical Cormittees preview the recommendations
of the General Manager, who later proposes them to the entire Board for
final decision.

The General Manager, appointed by the Executive Vice-President,
is responsible for the internal administration of Corfo. In cooperation
with the Divisions and the Legal Department, he studies all proposals
and requests which are presented by individuals, as well as those pro-
jects originating internally, and then submits them to the considera-
tion of the Permanent Committees and then to the Board itself.,
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The Operations Division has under its jurisdiction the Indus-
trial, Mining (including Fuel and Energy) and Construction Departments.
The first two departments make surveys, studies of projects, and
recommendations to0 the General Manager regarding invesimenits and loan
credits related to their particular fields of action. The Construction
Department has two main functions: to design and, on some occaslons,
execute engineering projects for Corfo itself; and to study and suggest
to the General Manager gravitational irrigation and underground water
projects, and secondary irrigation canals for agriculture. Basic irri-
gation projectes in Chile are executed by the Irrigation Depariment of
the Ministry of Public Works.

The Agriculture Division was created in 1960 because of the
special importance which Corfo accords this sector of national activity.
For the same reason, ard in order to resolve the most important problems
in this field, an Agricultural Executive Committee was created by law
within the Corfo organization composed of Directors and other officials
of Corfo and of representatives of the various Farmers! Associations.
Under this Committee and the Division is the Agricultural Department,
charged wlth all matters pertaining to studies, surveys and projects
for agricultural investments and credits,

The Promotion Division is chiefly concerned with the development
of a policy for capital formaticn and for the attraction of venture
capital, and providing technical assistance and information to domestic
and foreign enterprises vhich desire to invest. It arranges and classifies
all availsble information concerning national rescurces, and at present
is preparing feasibility studies in various fields, including metallurgy,
food and petrochemicals.

The Division of Affiliated Enterprises guides and supervises
the activities of those corporations in which Corfo participates as
a shareholder and assures fulfilment of their obligations to Corfo.

The Ddvision of Finance and Control is responsible for the exe-
cution of agreements made by the Board in relation to credits and in-
vestments. It also handles all persomnel matters.

The Finance Department prepares Corfo!s annual budget and sees
that it 1s complied with; makes the necessary efforts to cbtain contem-
rlated financial resources and arranges their appropriate distribution
among the various projects; acts as lialson with the New York agency
and handles imports into Chile of equipment and machinery purchased by
that agency abroad; and safeguards the fulfilment of the domestic and
foreign financial obligations contracted by Corfo,

The Sub~Division for Regional Development functions adminis-
tratively under the Jurisdiction of the Operations Division. Upon this
Sub=Division depends the functioning of Regional Departments and Offices
in the northern and southern provinces.




New York Office. Since the establishment of its New York Office
in 19L0, Corfo has obtained a considerable number of loans in foreign
currencies from the Export-Import Bank, the International Bank, Inter-
American Development Bank, Agency for Internationsl Development and
suppliers in U.S.A. and Europe. The majority of the equipment and mache
irery purchased under these loans originates in the United States.

To summarize:

a) The New York Office of Corfo is Chile's fiscal agent in
negotiating long-term credits.

b) It acts as Corfo's agent in obtaining credits from suppliers
and short-~term loans from commercial banks in the United
States, and services these credits.

¢) It acts as agent for other goverrment entities and Corfo's
own subsidiaries and affiliates.

d) It promotes understanding ameng foreign investors of the
possibilities the Chilean economy offers.

e) It purchases and ships equipment for its own and affiliated
projects. A total of about 2,000 orders for machinery and
equipment - worth approximately US$ 20 million =~ has been the
annual average in recent years, In general, the Office must
make a study of the machinery required, arrange for terms of
payment and ascertain the technical and coammercial competence
of the suppliers.

The Planning Division is in charge of the Planning and Economic
Research Departments. Because its range of activities is so wide a more
detailed description of its work is given.

Corfo's charter stipulated that it should formulate a General
Program for the Development of National Production, aimed especially
at raising Chile's standard of living. Various considerations caused
postponement of the studies required for this general Plan, such as
the lack of trained planning experts and the absence of basic sconomic
data absolutely indispensable for the task of programming a nation's
investment and production, particularly for a country in Chile's stage
of development.

For these and other reasons, in its sarly years Corfo was not
in a position to formulate a General Program for the Development of
National Production on a sufficiently acceptable technical basis. But
Corfo's intention to fulfil this mandate was evidenced in 1943 when a
series of economic reports was undertaken, the first of which (National
Income) was published in 19L6, These surveys were necessary steps in the
elsboration of the system of National Accounts. Only when these studies
were sufficiently perfected was it considered wise to embark on an over=-
all production planning study. The first step Corfo took in this direc-
tion was to create the Planning Department in 1950, now the Planning
Division,
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The above mentioned planning objectives of Corfo have coinecided
in recent years with the work of various international institutions
aimed at technical orientation of underdeveloped countries to help them
raige thelr standard of living. These organizations have set up varicus
institutes to train persocnnel in econoric planning, while at the same
time they are publishing diverse material which makes avallable technical
knowledge and experience to agencies like Corfo which must design
integrated development programs.

Based on this technical and economic training Corfo has pub-
1ished reports on National Product, National Income, Domestic Consump-
tion, Capital Formation, etc., within the framework of National Accounts
sponsored by the United Nations. The corresponding tables are published
annually, providing up-to-date data now covering the perioed 19),0-1961.

As for the planning work, the Division thought it overly
ambitious to start with a general nationel production development
program. It preferred to launch a preliminary program for the agricule
tural and livestock sectors which would, at the same time, envisage
solutions to the overall national transportation problems. The studies
vhich formed the basis for this plan were directed and coordinated by
the Planning Division and the program itself was prepared with the close
collaboration of the Ministries of Agriculture and Public Works and
with other public and private bodies comnected with agriculture and
transportation,

The Agriculture and Transport Development Program was finished
at the end of 195h and has been widely disseminated. Various measures
and projects of this Prcgram have been carried out, as part of the
central development plan of the Government of Chile,

The Planning Division has completed a National Sconomic Develop-
ment Program for 196) to 1970 which includes the reconstruction of the
areas affected by the 1960 earthquakes.

This program involves a comprehensive analysis of the economic
development of Chile in the past thirty years and provides coordinated
solutions for the promotion e¢f all the economic sectors. It reviews
production, consumption and investments goals for the next ten years,
and projects the Balance of Payments to 1970.

The tables in the Program include, for each year of the next
decade, estimates relative to population, consumption, production, ex-
ports, imports and investments. Like any Development Progran, it is
meant to be highly flexible sinece it will be subject to permanent
revision in order to conform to the changing economic conditions of
the country.

These studies zim to:

a) Interpret the economic development process of past decades, stress-
ing those problems requiring priority.
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b) Show annual estimates of the investments required by the public
sector and by the private sector.

¢) Estimate the increase in the demand and production of goods and
services, i.e., the increase in the standard of living that could
be expected in accordance with the Program.

d) Show the incidence of the Program on the Balance of Payments.

a) Verify that the investments programmed are consistent with the
assumed growth of production and savings.

The program has a firm technical base and was prepared with
the collaboration of more than 30 public and private agencies. It
emphasizes a selection of those investments which would allow a
w2ll balanced economic development within the framework of the inter-
nal and external financing possibilities of the country. The ten~-ysar
program has besn favorably reviewed by the International Bank and the
Technical Committee of the Alliance for Progress.

Iv. Financing

Covernment funds for Corfo are included annually in the National
Budget in local and foreign currency. These funds are given to Corfo
as a direct grant and sarn no interest for the Government.,

Apart from the fiscal contribution, it has ils own income
deriving principally from the repayment of loans granted in previous
years, sales of its holdings in other enterprises and profits obtained
in its operations.

Corfo has not tried to obtain any significant loans from the
Chilean banking institutions, but it has obtained credits from the
sources previously mentioned. When Corfo trensfers these loans to
enterprises it generally uses the same amortization terms but with
slightly higher interest rates to cover Corfo's expenses in studying
the projects, preparing the applications for obtaining the credits,
and supervising the subsequent investments.

Corfo has not incurred any exchange risks on the foreign credits
transferred to private enterprises, because the contracts with the latter
have been written in dollars. The Government has always made preferen=
tial appropriations for servicing the foreign credits obtained by Corfo,
which has permitted the latter to comply strictly with all its comit-
ments abroad. Furthermors, it should be borne in mind that the princi-
pal foreign loans are always guaranteed by the Government.

Corfo is not legally authorized to obtain direct private finaneo-
ing through the issue of securities.

Corfo as a goverrment development institution is not a profit-
making crganization.




Although Corfo grants loans at different rates of interest,
they are always lower than those of the commercial banks,

In general, Corfo has not had to risk its capital as its

resources have been far less than its potential investment programs,
so that it has been able usually to select those projects which would
assure repayment. The percentage of loan defaults within overall opera-

tions has been minimal,

V. Operating Procedures

Corfo's charter was not restrictive as to the way in which its
objective should be attained, but simply stated that Corfo would carry
out experimental research in production and trade, give financial
assistance where it was deemed convenient and finance the projects cone
templated in its program,

Corfo's policy, generally speaking, has been to form affiliates;
promote the establishment of new private enterprises to which it has
contributed capital and credit; aid established firms through capital
contributions, credits or guarantees; and carry out further research
aimed at inereasing national production,

This policy has produced the following tools or methods of
procedure: direct contributions by Corfo of all capital required to
found a new enterprise (subsidiary); direct capital contributions as
partner or stockholder in existing corporations or those under organ-
ization; loans to third parties; funds earmarked for research.

When the progress made by some of Corfo's subsidiaries has
required flexibility in commercial operations and independence similar
to that which characterizes private business, Corfo has transformed them
into corporations or autonomous entities. This is the case of Empresa
Nacional de Electricidad S. A, (National Electricity Corp.) and Empresa
Nacional de Petroleo (National Petroleum Enterprise).

As an instrument for development Corfo does not have a maximum
or minimum rule governing the size of its investments. It requires ade=
quate security or guarantee for the amounts it lends.

When Corfo invests in corporations, it claims the right to be
represented on the board, When its equity is almost 50% of the capital,
it reserves the right of veto; when more than 508, Corfo has a majority
on the Board and therefore can put through changes in capital structure,
nomination of personnel, etc. Nevertheless, although it possesses these
rights, Corfo seldom exercises them, and Board decisions are usually
unanimous.

Vhenever possible Corfo sells to private partiss its rights in
corporations started by it.

Corfo has no standard system for the presentation of investment
or loan applications. Usually, the presentation must include a complete
technical-economic description of the project and its possible financing,
and the latest banking balapce sheets of the applicant.
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Corfo's lending and investment operations are diverse; in
some instances there is no need for prior investigation (agricultural
machinery loans, for example), while in others all the technical-econ-
onic aspects, including a market study, must be carefully analyzed.

Usually when Corfo grants loans it requires the borrower to put
up a minimum of the total investment. This is usually 30% in the case
of agricultural loans,

Credits are granted at different terms and rates of interests in
accordance with the objectives of the investment. In general, these terms
fluctuate betwesn 3 to 5 years and the rate of interest from 63 to 12%.

Bue to inflation loans are readjusted according to different
indexes.

It usually takes only a short time until an application is decided
upon.

During the entire investment stage of the project (and not simply
while the portion loaned or contributed by Corfo is being invested) con-
trol is exercised over its technical and financisl aspects, particularly
when substantisl sums are involved. In the case of stock subscriptions,
permenent watch is kept on the enterprise by means of Corfo's represen=
tative on the board and auditors. In special cases Corfo sends its own
personnel to supervise technical aspscts.

Although it is empowered to do so, Corfo does not usually inter-
fere with the administrative set-up of any enterprise it is helping,

VI. Other State Financing Institutions.

Prior to Corfo, aside from public works, the government's role in
economic development was restricted on the one hand to protecting domes-
tic industry by tariffs and import quotas, and on the other to setting
up rail and air transportation organizations, exporting Chilean nitrate,
and establishing credit institutions which have acted independently and
with limited funds, In some instances these institutions have done bus-
iness on their own on a small scale, and have attempted to maintain regu-~
lar markets for ore and some agricultural products. Thus, government has
intervened in the national economy through the Banco del Estado (State
Bank), Empresa Nacional de Mineria (Mining Investment and Loan Corporaw
tion), Corporacion de la Vivienda (Housing Authority), and other less
important agencies; and has effected investments in the State Railways,
National Airlines, and also in a coastal shippine Company serving remote
regions,

The Chilean Nitrate Sales Corporation was created to negotiate
abroad the sale of nitrate,

In Chile there are no private institutions which serve the same
purposes as Corfo, although occasionally the commercial banks do lend in
same of the fields in vhich Corfo operates., During the last few years, the
institution has initiated the promotion of private banks for development.




The existence of these other govermment institutions has not cone
flicted with Corfo's activities, for Corfo has not entered fields in
which these were already operating. On the other hand, those insti-
tutions have not been able to do Corfo's job because they lacked the
appropriate funds and the organization.

There has not been any private or govermmental interference
in Corfo's operations. The principal private associations and govern-
mental agencies are represented on Corfo's Beard of Directors and Corfo,
in turn, 1s represented in other state entities, so that adequate
coordination exists.

Corfo has not entered all fields of national production because
there are already private entities and other public organizations en-
gaged in those activities. On the other hand, and this is the main de-
terrent, there is a reluctance to create in a democratic country an
agency of such disproportionate importance that its political ambition
and influence could exert a deleterious effect on its technical per-
formance,

Thus, Corfo's field of studies and operations is usually limited
as follows:

a) Planning: preparation of the National Economic Development
Program with the collaboration of all other relevant governw
ment agencies and private associations concerned; economic
studies, mainly National Accounts.

b) Industry: research for new productive enterprises; investe
ments, and sometimes losns, to certain basic industries,

c) Agriculture: research for new production; loans for agricule
tural machinery, pastures, land clearing, improvement and
levelling,

d) Mining: research for new production.
e) Construction: hotels; farm irrigation; swamp drainage,

f) Energy and fuelst research for new production; investment in
hydro and thermal electric plants; electricity distribution;
coal mining and petrcleum extraction and refining.

Corfo's Board of Directors approves yearly a budget schedule for
the activities of the institution for the following year. This invest-
ment and loan budget includes in its income funds received from the
Government, repayments of past loans, interest and dividends from in-
vestments and sales of holdings.

Corfo's budget and accounts are audited by the Comptroller
General of the Republic, an independent state institution.
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VII. Operations.

Corfo has many methods for financing its investments and
those necessary for the development of its affiliates: a) own budget-
ary resources, b) external credits, and ¢) profits and reserves from
its affiliates. These profits are frequently plowed back and the
affiliates pay Corfo with a new issue of shares.

Corfo's tolal investments -in other words, those financed through
its budget, with foreign credits, and with the reinvesiment of profits
and reserves of its affiliates ~ - reached a total of about USE 975
millions from 1939 tc 1959, Before the 1960 earihquskes annual average
investments were US§ 76 millions approximately, representing },0% of
all public sector investments and 20% of total internel investment of
Chile. Recently these amounts have been higher.

The following table shows the average percontage distribution of
Corfo's investment in various sectors during a five-year period (1955-1959):

Petroleum 29%
Electricity 27
Metallurgical Industries 8
Sugar beet Industry 7
Agricultural Machinery 5

Miscellaneous (genersl agricul-~

ture, secondary irrigation,

general mining, lumber, cold

storage plants and others) 2l

1002
The major part of Corfo's resources has been assigned to the
development of petroleum and electricity due to the essential role these
itenms play in overall development of the country.
In the period 19,0-61 CORFO obtained the following foreign loans:

a) Export Import Bank of Washington

Steel Mill $ 58,000,000
Electric plants 13,000,000
Agricultural machinery 8,900,000
Cement plants L4 500,000
Transportation 3,500,000
Raw material (war period) 3,000,000
Iron ore 2, 700,000
Road machinery 1,800,000
Copper wire plant 1,800,000
Rayon industry 1,200,000
"Carburo" plant 1,200,000
Rubber tire plant 1,200,000

Miscellaneous )y, 800,000
101, 500,000




¢ ' Brought forward ... 10k, 9OC. '

Loan to the Govermnment through
Corfc, to cover deficit in
3,900,000

balance of payments (1950) 2
128,800,000 dollers

b) International Bank

Electric plants (19L8) 13,500,000 dollars
Agricultural machinery (1948) 2,500,000
Irrigation research (1951) 85k, 000
Cellulose and newsprint plants (1953) 20,000,000
Electric plants (1956) 15,000,000
Coal mining (1957) 21,800,000
Electr%c plants (%959) gg;ggg,ggg
Roads (IBRD & IDA :

131,150,000

¢) Buropean and U.S. Suppliers

Agricultural machinery, electric 100,000,000 (approx.)
plants, sugar beet plants, etc.

d)} Repayments have been made to 1962, as follows:

Fximbank 82,383,000
International Bank 11,217,000
Suppliers 75,000,000 (approx.)
Government to Eximbank 23,900,000

In the past two years Corfo has also obtained considerable credits from
The Agency for International Development and the Inter-American Development
Bank,

The main investments have been the followings

~

Hydroelectric & thermal plants
Steel mill

Petroleun (extraction, production and refining, 90% of totel
national consumption of Chile)

Copper wire (total internal consumption and export)
Rubber tires (85% of internal consumption)

Coal

Sugar beeb

Copper pipe

Sulphurie acid
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Wood impregnation
Phosphate fertilizers
Fishing

Rayon

Cellulose and newsprint plents, for internal consumption and
export.

Earthquake reconstruction
Highways

In addition, very important investments have been made in agri-
cultural machinery, milk plants, cattle, fruil plantations, forestry,
textile fibers, oil plants, farm irrigation, cement planie, cold stor-
age plants, lwnber industry, wine exports, tourism (15 hotels built and
3 under construction), sulphur, manganese and lead rining, fertilizers,
construction material, and mining machinery imports.

Research on the possibility of creating new economic resources has
been and is being carried on by Corfo in various fields, such as: ore
prospecting, petroleum; sugar beet; natural silk; heavy chemical indus-
try; woed impregnation; new textile fibers from domestic plants; water
resources; expansion of the area of cultivation; fishing resources;
construction materials; radiocactive minerals; etc.

VIII. Corfo's influence in the economic development of Chile,

It is qifficult to assess the full extent of Corfo's impact
on the economy of Chile. Corfo's contributions to scientific and tech-
nologlcal research and to the training of technicians have improved
and expanded production in such a broad area that they camnot readily
be measured by any specific yardstick.

The rise in production attributable to the psychological effect
of many of Corfo's activities cannot be determined precisely; for
example the demonstration of the ability of Chilean techniclans to
carry out projects of great scope and the manifestation of the indus-
trial possibilities of the country, which have stimulated the creation
of innumerable enterprises privately finsnced and carried forward. About
many of these there is little statistical information available.

In the realm of increased and improved production of certain
industries it is difficult to state the separate contributions of the
private sector and of Corfo. As far as the production of raw materials,
fuel and energy are concerned, this problem is compounded by the diffi-
culty of pinpointing and estimating the secondary effects derived from
their production increases, which have a multiplying effect on hundreds
of other enterprises. For example, Corfo's work in the electrificaticn
of the country is represented directly by the instellation of L0L,000
kilowatts in sixteen years., Nevertheless, there ic no way of measuring
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the influence that this has had on increasing production and improving
the standard of living. The ultimate objective of the aid given to
certain enterprises is its miltiplying factor through numerous allied
enterprises, and this makes the effect of Corfo's role in the economy
seem disguised or limited in the fipures of gross national product or
of national income, so that it cannot be readily calculated in the
changes reflected by these figures.

For example, the increment of machinery for agriculture use,
closely associated with Corfo, has assured opportune planting and har-
vest, Corfo not only provides credit for the purchase of such machinery,
but also owns pools of agricultural equipment which it rents to individual
farmers. It is not possible to distinguish the effects of mechanized
agriculture from those of other measures adopted by Corfo and the pri-
vate sector to augment agriculture and livestock production,

The case of industry, a preferred field of activity for Corfo's
endeavours, illustrates very well the effects of Corfo's role through
changes registered in the gross domestic product. Between 1940 and 1959
the relative share of industry in the gross domestic product rose from
199 to%approximately 27%, vhile its absolute real contribution ineressed
by 200%.

In other fields of activity Corfo has also provided important
economic studies such as: National Accounts; the Agriculture and Trans-
port Development Program; Livestock Development Program and the Economic
Geography of Chile, RMurthermore, Corfo in 1951 sponsored the creation
of a Technical Assistance Service with the cooperation of the Government
of the United States, whose purpose is to provide know-how to industries
to improve their productivity, It has promoted wider technical knovledge
by granting fellowships to students in schools and universities in Chile
and abroad. It also runs courses for military personnel in the handling

of agricultural equipment to provide useful training for later civilian
life,




